
STATE OF NEW $ORK
i '

STATE TAX COMMISSION

In the Matter of the Pet i t ion

o f

AMERICAN INTERNATIONAtr GROUP, INC. :
AUBRICAN INTBRNATIONAI T]NDERWRITERS CORP.

AMERICAN INTERNATIONAL REALTY, INC. ;
AMERICAN INTERNATIONAI GROUP PiEAITY CORP.;
AMERICAN INTBRNATIONAT CREDIT CORPOMTION;

NORTH AMERICAN MANAGERS, INC.;
A r G  O r t  R r G ,  I N C . ;

AIG RISK MANAGE}MNT, INC.;
AIG DATA CENTER, INC.;

MIDTOI'N RISK SPECIALISTS, INC. ;
RECIPROCAL MANAGERS, INC. ;
AI F'I]ND DISTRIBUTORS, INC. ;

AMERICAN INTERNATIONAL CORPOMTION ;
AMERICAN INTERNATIONAI SERVICES, INC.

for Redeterminat ion of a Def ic iency or a Revision
of a Determinat ion or a Refund of Franchise Tax
on Business Corporat ions under Art ic le 9-A of the
Tax Law fo r  the  Years  1971 th rough L975.

That deponent further says that the said addressee is
and that the address set forth on said wrapper is the 19st
pe t i t ioner .  /

State of New York
County of Albany

Jay Vredenburg, being duly sworn, deposes and says that he is an employee
of the Department of Taxat ion and Finance, over 18 years of age, and that on the
3rd day of July 1981, he served the within not ice of Decision by cert i f ied
mai l  upon American Internat ional Group, Inc. ,  the pet i t ioner in the within
proceedinS, by enclosing a true copy thereof in a securely sealed postpaid
wrapper  addressed as  fo l lows:

American Internat ional Group, Inc.
70  P ine  St .
New York, NY 10005

and by deposit ing same enclosed in a postpaid properly addressed wrapper in a
(post of f ice or off ic ial  depository) under the exclusive care and custody of the
United States Postal  Service within the State of New York.

AFFIDAVIT OF MAIIING

the pet i t ioner herein
known address of the

?Sworn to
3rd day

before me this
o f  J u l y ,  1 9 8 1 .
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State of New York
County of Albany

Jay Vredenburg, being duly sworn, deposes and says that he is an employee
of the Department of Taxat ion and Finance, over 18 years of age, and that on the
3rd day of JuIy,  1981, he served the within not ice of Decision by cert i f ied
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STATE OF  NEW YORK
STATE TAX COMMISSION

ALBANY,  NEW YORK 12227

July  3,  1981

Anerican Internat ional Group, Inc.
70  P ine  St .
New York, NY 10005

Gentlemen:

Please take not ice of the Decision of the State Tax Commission enclosed
herewith.

You have now exhausted your r ight of  review at the administrat ive level.
Pursuant to sect ion(s) 1090 of the Tax Law, any proceeding in court  to
review an adverse decision by the State Tax Commission can only be inst i tuted
under Art ic le 78 of the Civi l  Pract ice Laws and Ru1es, and must be commenced
in the Supreme Court of the St.ate of New York, Albany County, within 4 months
f rom the dat.e of this not i -ce.

Inquir ies concerning the computat ion of tax due or refund al lowed in
accordance w i th  th is  dec is ion  mav be  addressed to :

NYS Dept. Taxation and Finance
Deputy Commissioner and Counsel
A1bany, New York 12227
Phone # (518) 457-624A

Very truly yours,

STATE TAX COMMISSION

Peti t ioner '  s Representat ive
David A. Rosen
Stein, Rosen & 0hrenstein
1370 Avenue of the Americas
New York, NY 10019

Taxing Bureau' s Representat ive



STATE OF NEW YORK

STATE TAX COUMISSION

In the Matter of the Pet i t . ions

o f

AMERICAN INTERNATIONAL GROUP, INC. ;
AMERICAN INTERNATIONAL I]NDERWRITERS CORP. ;

AMERICAN INTERNATIONAL REALTY, INC. ;
AMERICAN INTERNATIONAI GROUP RBAITY CORP.;
AMERICAN INTERNATIONAT CREDIT CORPOMTION ;

NORTH MERICAN MANAGERS, INC. ;
A I c  O I t  R I G ,  I N C . ;

AIG RISK MANAGE}MNT, INC.;
AIG DATA CENTER, INC.;

MIDTOIN RISK SPECIAIISTS, INC.;
RECIPROCAT MANAGERS, INC. ;
AI FI]ND DISTRIBUTORS, INC. ;

AMERICAN ]NTERNATIONAT CORPOMTION ;
AMERICAN INTERNATIONAI, SBRVICES, INC.

for Redeterminat ion of Def ic iencies or for
Refund of Franchise Tax on Business Corpora-
t ions under Art ic le 9-A of the Tax Law for
the  Years  1971 th rough 1975.

DECISION

Pet i t ioner ,  Amer ican fn te rna t iona l  Group,  Inc . ,  102 Maiden lane,  New York ,

New York  10005,  on  i t s  beha l f  and on  beha l f  o f  i t s  subs id ia r ies ,  Amer ican

Internat ional Underwri ters Corp.,  American Internat ional Realty,  Inc.,  American

Internat ional Group Realty Corp.,  American Internat ional Credit  Corporat ion,

Nor th  Amer ican Managers ,  fnc . ,  A IG Oi I  R ig . ,  Inc . ,  A IG R isk  Management ,  Inc . ,

A IG Data  Center ,  Inc . ,  M id town R isk  Spec ia l i s ts ,  Inc . ,  Rec ip roca l  Managers ,

Inc . ,  A I  Fund D is t r ibu tors ,  Inc . ,  Amer ican In te rna t iona l  Corpora t ion  and

American Internat ional Services, fnc. (some of which have also f i led separate

pet i t ions) ,  f i l ed  pe t i t ions  fo r  redeterminat ion  o f  de f ic ienc ies  or  fo r  re fund

of franchise tax on business corporat ions under Art ic le 9-A of the Tax Law for

t h e  y e a r s  1 9 7 1  t h r o u g h  1 9 7 5  ( F i l e  N o s .  7 4 3 9 4 ,  1 4 3 9 5 , 1 4 3 9 6 ,  2 3 0 0 3 , 2 3 A 0 4 ,

2 3 0 0 5 ,  2 3 A 0 6 ,  2 3 0 0 7 ,  2 3 0 0 8 ,  2 3 0 0 9 ,  2 3 0 1 0  a n d  2 3 0 1 1 ) .
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A formal hearing was corrrnenced before Edward L. Johnson, I lear ing Off icer,

at the off ices of the State Tax Commission, Two l^Jor ld Trade Center,  New York,

New York ,  on  December  6 ,  1977 aL  9 :30  A.M"  and was cont inued to  conc lus ion

before  Jerome M.  Hesch,  Hear ing  0 f f i cer ,  on  Octobex  22 ,  1979 a t  1 :00  P.M.  and

0c tober  23 ,  1979,  a t  9 :00  A.M.  Pet i t ioners  appeared by  Ste in ,  Rosen & Ohrens te in ,

Esqs .  (Dav id  A .  Rosen,  Esq. ,  o f  counse l ) .  The Aud i t  D iv is ion  appeared by  Peter

CroLty ,  Esq.  (A lexander  lde iss ,  Esq. ,  o f  cc lunse l ) .

ISSI.IE

Whether the Audit Division properly denied petit ioners permission to f i le

combined franchise tax reports for the years 1971 through 1975.

FINDINGS OF FACT 1

1.  0n  May 15 ,  1975,  the  Aud i t  D iv is ion  issued to  pe t i t ioner  Amer ican

Internat ional Underwri ters Corp. ("AIUC") a not ice of def ic iency, assert ing

addit ional f ranchise tax due under Art . ic le 9-A of the Tax law for the year 1971

in the amounL $S35.42, plus interest thereon.2 Puait ioners American Internat ional

Group, Inc. ("AIG") and AIUC thereafter f i led a t imely pet i t ion for redeterminat ion

of said def ic iency and also for refund, seeking the di f ference in amount

between tax pet i t ioners had paid and Lax as computed on a combined basis.

Pr io r  to  f i l i ng  separa te  repor ts  fo r  1971,  pe t i t ioners  had requested  and been

denied permission by the Audit  Divis ion to f i le a combined report  for that

v e a r .

1 
P"r iaioner 's post-hearing memorandum included proposed f indings of fact and

conclusions of Iaw. The proposed f indings of fact have in essence been adopted,
and also expanded upon in accordance with the test imony and documentary evidence
adduced.  S ta te  Admin is t ra t i ve  Procedure  Ac t  sec t ion  302. I ;  2O NYCRR 601.9(d) (5 ) .

-  
The bas is  o f  the  1971 de f ic iency  was the  d isa l lowance o f  op t iona l  deprec ia t ion

on cer ta in  assets .
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2. For each of the years 7972 Lhrough 1975, AIG and various of i ts

subsidiary corporat ions requested and were denied permission to f i le combined

franchi.se tax reportsl  for each year,  a combined report  was f i led. The corporat ions

included in the combined reports,  and the dates and amounts of the not ices of

def ic iency issued by the Audit .  Divis ion may be summarized as fol lows:

(a )  7972,  corpora t ions  inc luded:  A IC,  A IUC.

DATE OF NOTICE
OF DEFICIENCY CORPORATION AI"IOI]NT

4/L6 l7s
s/  15/7s

AIG
AIUC

$  7 ,510 .00
100 ,698 .  39

$  108  ,20B  .  39

AMOI]NT

INTERXST

$  1 ,173 .
16  . 368  .r v t r v v . J &

INTEREST

44
52
e6

TOTAT CREDIT APPIIED

$ 8 ,683.44  $8 ,683 .44  (1973)
rr7 ,066.9!

$125 ,750 .35  $8 ,683 .44

TOTAT CREDIT APPTIED

$17 ,541 .

(b) 7973, corporat ions included: AIG, AIUC, American Internat ional

Realty,  Inc. ( ' rAI Realty") ,  American Internat ional Group Realty Corp. ("AIC

Realty") ,  American Internat ional Credit  Corporat ion ("AfCCO"),  North Anerican

Managers ,  Inc .  ( t tNAM") ,  A IG Data  Center ,  Inc .  ( "Data  Center t ' ) ,  M id town R isk

Spec ia l i s ts ,  Inc .  ( "Mid town R isk" ) ,  Rec ip r :oca l  Managers ,  Inc .  ( "RMI" ) .

DATE OF NOTICE
OF DEFICIENCY CORPOMTION

4/16 /7s
s/  rs/7s

AIG Realty
AIUC

$  412 .00
69  , 853 .00

$ 44s .48
75,528.56

$70 ,265 .00 $75  , 97  4 .04 $44s .48

(c )  7974,  corpora t ions  inc luded:  A IG,  A IUC,  A f  Rea l ty ,  A IG Rea l ty ,

A ICCO,  NAM,  AIG 0 i1  R ig ,  Inc .  ( "0 i1  R ig" ) ,  A IG R isk  Management ,  Inc .  ( "A IGRM") ,

Data  Center ,  M id town R isk ,  RMI ,  A I  Fund D is t r ibu tors ,  Inc .  ( "Fund" ) ,  Arner ican

In te rna t iona l  Corpora t ion  ( " In te rna t iona l r ' ) ,  Amer ican In te rna t iona l  Serv ices ,

Inc .  ( t 'Serv ices" )  .

$44s.48  (1973-ArG)33 .48
67s.s6
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DATE OF NOTICE
OF DEFICIENCY CORPORATION A]-IOI]NT INTEREST

$7  , 729 .00
165 .00

3 .00
205  .00

$-8;i6mo

Arc, Aruc, Ar

Midtown Risk,

CRED]T APPTIED

$38,039 .00  (197s)
900 .00 (  1975-AIUC
ls .oo  (197s)

3 /15  / 18
3/ rs/78
3/ rs l7B
3l  rs  /18

$30 ,310  . 00
735  .00

12 .00
805 .00

TOTAI,

$38  ,039  .  00
900 .00

15  . 00
1 ,010 .00

$39  ,954  .  00

Realty,  AIG

RMI ,  Fund,

AIUC
AIG Realty
AI Realty

AICCO
$31  , 862 .00

(d)  1975,  corporat ions inc luded:

AICC0,  NAM, 0 i1 Rig,  AIGRM, Data Cenler ,

Realty,

Internat ional,

Services -

DATE OF NOTICE
OF DEFICIENCY CORPORATION

3/  t5 /78
3l rs /78
3 l ls  17B

3 /15 /78
s/  rs 178

AIG
AIG Realty

AICCO

Data Center
NAM

AMOUNT

$  2 ,105  . 00
4 ,386  . 00

13 ,555 .  00

366 .00
$16 ,916 .00
$37  , 328 .00

INTBREST

$ 3s8.  oo
7  46  . 00

2 ,3o4.  oo

62 .00
$3,1-ls.!q
$6  ,585  .  00

TOTAT

$  2 ,463 .00
5  , 132 .00

15  ,859  .00

428.00
$20  , 031  . 00
$43  ,9  13  .  00

CREDIT APPTIED

$ 2 ,463 .00  ( t974 )
5 ,132. 00 ( 19 75 -AIUC

15 ,859 .  0o (AIG,ATUC ,
Midtown Risk

428 .00  ( r974 )
$20 ,031 .00  (1974 )
$43  ,9  13  .  00

The pet i t ioner against which each of the above-mentioned def ic iencies was

asserted f i led a t imely pet i t . ion in response thereto.

3 .  For  each year  a t  i ssue,  A IG f i led  a  c la im fo r  re fund o f  the  d i f fe rence

between tax paid and tax as calculated on a combined basis.

YEAR DATE TAX PAID REFIND CTAIMED

t97l
7972
1,973
197 4
1975

3/04/7s
3  /04 /7s
3/a4/7s
9 /  74 /78
9/ 11/79

200,382.27
200  , 600  . 00
382 ,350 .00
615  , 950 .00

$  161  , 659  . 7  4
150 ,314 .45
237  , 737  .AO
426 ,549 .00
930 ,787 .00

$1 ,907  , 047  . 19

The Aud i t .  D iv is ion  d isa l lowed a l t  o f  A IG 's  c la ims fo r  re fund.

4. AIG is a holding company, organized under the laws of Delaware in

1967. I t  is the parent corporat ion of f i f teen insurance companies which engage

in the wri t ing of domest ic and foreign insurance coverage.
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5. In addit ion, AIG o\^rns one hundred percent of the capital  stock of the

non-insurance wri t ing subsidiar ies which are pet i t ioners herein.

(a) AIUC. AIUC is a New York corporaLion organized in 1926 and

acquired by AIG in 1970. AIUC manages a pool of  domest ic insurance companies

( including six AIG subsidiar ies) which cover foreign-Iocated r isks of United

States companies. Risks accepted by AIUC on behalf  of  the pool are divided

among the members, with each company sharing the r isks, and the premiums, based

upon a pre-agreed formula. AIUC provides administrat ive, c laims handl ing,

actuarial ,  investmenL, underwri t ing, engineering, r isk evaluat ion and other

services for the pool members and earns a fee therefor.  AIUC purchases such

services, as wel}  as those administrat ive services i t  necessitates for i ts own

o p e r a t i o n s r  € . 9 . r  l e g a l ,  c a s h i e r  a n d  p a y r o l l ,  f r o m  A I G  a t  A I G ' s  c o s t .  ( T h e s e

serv ices  are  d iscussed in  g rea ter  de ta i l ,  in f ra . )

(b) AI Realty.  AI Realty is a Delaware corporat ion which commenced

business early in 1973. I ts sole business is owning and leasing to AIG and the

pet i t ioning subsidiar ies the furni ture and f ixtures used by them, at rentals

based upon the depreciat ion of the asset for the part icular year.  This meLhod

for det.ermining rent,  as wel l  as the depreciat ion schedules, is f ixed by the

AIG control ler.  Once depreciat ion on an asset has been ful ly recovered, there

is thenceforth no rental  charge to the subsidiary.  A11 decisions concerning

the order and purchase of furni ture and equipment are made by the AIG purchasing

department;  AI Realty has no discret ion to refuse equipment approved by AIG

management.

(c) AIG Realty.  AIG Realty is a New York corporat ion which, dur ing

the years in quest ion, owned the bui ldings in New York City occupied by AIG and

the pet i t ioning subsidiar ies. The bui ldings are leased by AIG Realty to AIG,
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which in turn subleases space to the other subsidiar ies at rentals establ ished

by AIG. Each subsidiary is charged in proport ion to the f loorspace i t  occupies.

For  the  years  a t  i ssue,  A IG Rea l ty  opera ted  a t  a  loss ,  a l though AIG made

several  upward adjustments in total  rent.  AIG also directs AIG Realty as to

renovat ions and major al terat ions to the bui ldings; in the event AIG Realty

does not have suff ic ient funds to perform such al terat ions, the parent company

advances money to i t .

(d) AICCO. AICCO is a New Hampshire corporat ion organized in 1973

for the purpose of providing premium f inancing to outside corporat ions desir ing

to  ob ta in  p roper ty  and casua l ty  insurance.  In  1973,  1974 and 1975,  approx imate ly

90 percent,  39 percent and 29 percent,  respect ively,  of  the premiums f inanced

by AICC0 re la ted  to  po l i c ies  wr i t ten  by  o ther  A IG subs id ia r ies ;  a l l  o f  A ICC0 's

borrowings to f inance i ts business hrere guaranteed by AIG.

(e) NAM. NAM is a New York corporat ion which was organized by AIG

and commenced business in 7974. I t  is a managing agent for foreign insurers

wri t ing coverage on r isks located in the United States, and provides services

to those insurers simi lar to the services provided by AIUC to the AIUC pool of

domest ic insurers. The services which NAM provides to i ts c l ients are purchased

b y  i t  f r o m  A I G ,  a t  A I G ' s  c o s t .

( f )  0 i1  R ig .  O i l  R ig  i s  a  De laware  corpora t ion  fo rmed to  serve  as

general  manager to a syndicate of insurance companies which insure r isks

invo lv ing  o f f -shore  o i l  r igs .  Maur ice  R.  Greenberg ,  A fG 's  p res ident ,  made the

decision to organize Oi l  Rig and was instrumental  in interest ing outside

re- insurance companies to part ic ipate in the syndicate. Oi l  Rig purchases

administrat ive services from AIG and also the services i t  is required to

prov ide  to  i t s  c l ien ts .
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(g) AIGRM. AIGRM, a New York corporat ion which began business in

1974,  i s  engaged in  " r i sk  management r ' .  In  genera l ,  A IGRM adv ises  a  c l ien t

corporaLion on an insurance program when the cl ient wishes to part ial ly or

completely sel f- insure certain r isks; AIGRM advises on and performs claims

management funct ions and places re- insurance or excess r isk insurance with

insurance carr iers (on occasion, a member of the AIG corporate family).  The

underwri t ing, actuarial ,  c laims handl ing and engineering servlces which AIGRI' I

provides to i ts c l ients are purchased by AIGRM from AIG at AIG's cost and

reso ld  to  the  c l ien ts  a t  a  p ro f i t .

(h) Data CenLer.  Data Center is a New Hampshire corporat ion which

began business in 1973. I t  assumed the el-ectronic data processing funct ions of

AIG and i ts subsidiar ies, which operat ions had previously been performed by an

AIG department.  Such services are furnished by Data Center to i ts parent and

s is te r  corpora t ions  a t  cos t .  I t s  p r inc ipa l  o f f i cers  a re  Mr .  Greenberg  and

A I G ' s  c o n t r o l l e r -

( i )  Midtown Risk. Midtown Risk is a New York corporat ion which

conducts business as a surplus l ines broker,  pr imari ly for an AIG insurance

company which operates as a surplus l ines insurer.  f ts leads are generated

primari ly through the overal l  market ing efforts of AIG. I ts major business

decisions, which relate to underwri t ing pol icy, are reviewed by Mr. Greenberg.

( j )  RMI, Fund, Internat ional and Services had insignif icant act i -v i t ies.

6. During the years at issue, AfG and i ts subsidiar ies had numerous

of f i cers  and d i rec to rs  in  common.  Maur ice  R.  Greenberg ,  A IG 's  p res ident ,  he ld

almost dai ly meetings with the senior execut ive of AIUC and parLicipaLed in

pol icy decisions for members of the corporate family.  He personal ly reviewed

a l I  nominat ions  fo r  boards  o f  d i rec to rs  and o f f i cersh ips  o f  a l I  subs id ia r ies ,
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cleared agenda for aI l  subsidiary board meetings and approved dividend amounts,

before such amounts were set forth on the boards'  agenda.

7 .  AIG establ ished the account ing standards, pol ic ies and procedures for

al l  subsidiar ies. The control ler of  every subsidiary was responsible to the

AIG control ler 's department and was required to submit to AIG economic reports

in the format and with the frequency AIG prescr ibed. The AIG internal audit ing

department performed regular audits of the subsidiar ies to ensure compl iance

with AIG account ing procedures. I f  Mr. Greenberg was part icular ly concerned

over a problem uncovered upon audit ,  he might direct the personnel of  the

subject subsidiary to take appropriate remedial  act ion.

B.  The AIG t reasurer 's  depar tment  mon i to red  the  cash pos i t ion  o f  each

subsidiary and determined the balances to be maintained by the subsidiary in

i ts  accounts .

9. The AIG trmajor accountsi l  department was formed to promote the mutual

market ing interests of foreign-focused business and domest ic r isk business and

to coordinate such l ines of business. Major accounts personnel were expected

to represent each and every AIG faci l i ty and corporat ion. There were other

examples in the testimony adduced of the mutual int.erdependence of the corpor-

at ions: one of AIGRM's object ives was to direct insurance and re- insurance

business to other AIG subsidiar ies; the AIG engineering department referred

Ioss control  work to AIGRM; a service rendered and bi l led to one subsidiary

(such as a computer program) might subsequent ly become useful  Lo another sub-

sidiary,  which would not then be charged therefor.

10. The AIG personnel department funct ioned as Lhe personnel department

for aI I  the subsidiary corporat ions: i t  recrui ted employees, reviewed and

authorized employee discharges, operated the payrol l  and administered benef i t
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programs. Since i t  is fair ly common that an individual be employed by more

than one AIG corporat ion during his l i fet ime, i t  is necessary that al l  employees

of the AIG group be covered by the same benef i t  plans. Approximately one-third

of the job vacancies in the AIG group are f i l led, through the personnel department,

by persons already employed by the parent or subsidiar ies.

11 .  Among the  serv ices  per fo rmed by  AIG fo r  i t s  subs id ia r ies  a re :

(a) Medical  and dental .  The AIG medical and dental  department

renders services to al l  AIG corporate family employees. Expenses are al located

and bi l led to the subsidiar ies in accordance with the number of employee

v i s i t s .

(b) Cafeter ia and execut. ive dining room. Expenses are al located to

the  subs id ia r ies  based upon the  s lze  o f  each subs id ia ry 's  work  fo rce .

(c )  Cent ra l  f i l i ng .

(d) Central  typing.

(e) The single cashier 's uni t .  When this AIG department was f i rsL

establ ished, al l  exist ing subsidiar ies cont.r ibuted funds to a common account.

During the period at issue, al l  payments by or to AIG and the subsidiar ies were

processed through the unit ;  for example, upon bi l l ing to AIUC for services by

the AIG legal department,  the single cashier 's uni t  would draw an AIUC check

and then depos i t  Lhe amount .  to  A IG.  The un i t  a lso  pa id  subs id ia r ies tb i l l s  to

outs ide  par t ies .

( f)  Publ ic affairs department.  The AIG publ ic affairs department

monitors legislat ive act iv i t ies concerning the insurance industry,  and also

pol i t ical  developments in foreign countr ies which may have ramif icat ions upon

AIG's  bus iness .  The depar tment 's  expend i tu res  are  a l loca ted  on  a  t ime s tudy

b a s i s .
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Department personnel are eff ic iency

exper ts .

(h) Legal department.  Servj-ces include rout ine matters and also such

matters as advice to AIUC on processing insurance claims for i ts pool of

insurers .

( i )  Traff ic.  Traff ic is the AIG in-house travel agent which arranges

for transportat ion and accommodations. Expenses are al located based upon the

number of t ravel requisi t ions received from each subsidiary.

( j )  Engineering. The AIG engineering department reviews engineering

surveys conducted by outside engineers and i tsel f  conducts loss control  surveys

and on-si te inspect ions. Expense al locat ion is based upon the number of f ie ld

hours expendedl however,  on a part icular matter,  home off ice supervisory t ime

might consume a larger proport ion of the departmentts t ime, result ing in an

undercharge to the subsidiary for that project.

(k) Investment.

( I)  Actuarial  departnent.  In 1971 and 1972, acLuarial  department

employees were on the AIUC payrol l ;  in 1973, they were shi f ted to the AIG

payrol l .  (The shif t ing of a departmenL from one corporat ion to another was not

uncommon. )  The major services performed for the AIG family include loss

reserve analysis,  analysis of unearned premium reserve methods, re- insurance

analysis and evaluat ion of underwri t ing prof i tabi l i ty.

12. AII  administrat ive and operat ional assisLance rendered by AIG to i ts

subs id ia r ies  ( inc lud ing  serv ices  re -so ld  by  subs id ia r ies  to  the i r  c l ien ts  a t  a

pro f i t )  was  b i l led  to  them a t  A IGis  cos t .  Th is  po l i cy  had the  resu l t  tha t  A IG

Realty operated at a loss for the years at issue. But as to NAM and Oi l  Rig,
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prof i t  was not marginal;  nor r4rould i t  have become marginal had services been

b i l led  a t  fa i r  marke t  va lue .

CONCTUSIONS OF tAW

A. That subdivis ion 4 of sect ion 211 of the Tax law authorizes the Tax

Commission, in i ts discret ion, to require or permit  a domest ic parent corpor-

at ion and i ts whol ly-owned domestic subsidiary to make a report  on a combined

basis.  This authorizat ion also appl ies to foreign corporat ions doing business

in New York. However,  no combined report  covering a foreign corporat ion not

doing business in New York may be required, unless the Tax Commission deems

such a report .  necessary, because of intercompany transact ions or some agreement,

understanding, arrangement or transact ion which distorts income or capital ,  in

order  to  p roper ly  re f lec t  tax  l iab i l i t ies .

B. That dur ing the periods at issue, the State Tax Commission provided,

by regulation, that in determining whether the tax would be computed on a

combined basis,  i t  would consider var ious factors, including the fol lowing:

(1) l {hether the corporat ions were engaged in the same or related
I ines  o f  bus iness ;

(2) Whether any of the corporat ions were in substance merely
departments of a unitary business conducted by the ent ire
group;

(3) Whether the products of any of the corporat ions were sold
to or used by any of the other corporat ions I

(4) Whether any of the corporat ions performed services for,  or
Ioaned money to, or otherwise f inanced or assisted in the
operat ions of any of the other corporaLions I

(5) Whether there were other substant ial  intercompany transact ions
among the const i tuent corporat ions.
Former  20  NYCRR 5.28(b) .

The essent ial  elements of these factors have been carr ied over into the current

regulat ions which were effect ive for taxable years beginning on or after

January  1 ,  1976,  and wh ich  prov ide ,  in  per t inent  par t :

" In deciding whether to permit  or require combined reports the
fol lowing two (2) broad factors must be met:
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(1) the corporat ions are in substance parts of a unitary business
conducted by the entire group of corporations, and
(2) there are substant ial  intercorporate transact ions among the
corpora t ions . t t
2 0  N Y C R R  6 - 2 . 3 ( a ) .

The mandatory language of the current regulat ions takes cognizance of

those elements which the Tax Commission has consistent ly deemed to be the key

factors in determining whether combinat ion should be permit ted or reguired,

i .e. ,  the unitary nature of the business conducted by the corporat ions, and

whether there were substant ial  intercorporate transact ions among the corporat ions.

Mat te r  o f  Anne1 Ho ld ing  Corp .  e t  a l . ,  S ta te  Tax  Commiss ion ,  August  2 ,  1973,

determinat ion conf irmed, Annel Holding Corp. v.  Procaccino, 77 Misc. 2d 886

(Sup.  Ct .  A lbany  Co.  1974) ;  Mat te r  o f  N .  K .  Wins ton  Corp .  e t  a l . ,  S ta te  Tax

Commiss ion ,  August  21 ,  L974;  Mat te r  o f  A1pha Computer  Serv ice  Corpora t ion  e t  a I . ,

State Tax Commission, September 28, 1979; Matter of  Montauk fmprovement,  Inc.

and Montauk Country Club, Inc.,  State Tax Commission, September 28, 1979.

These factors must be given part icular emphasis,  al though al l  f ive factors of

fo rmer  20  NYCRR 5.28(b)  must  be  cons idered.

C.  That  Rec ip roca l  Managers ,  Inc . ,  A I  Fund D is t r ibu tors ,  Inc . ,  Amer ican

Internat ional Corporat ion and American Internat ional Services, Inc. had insig-

ni f icant act iv i t ies during the years at issue and therefore were properly

denied permi,ssion to f i le combined reports with AIG.

D. That American Internat ional Underwri ters Corp.,  North American l l lanagers,

Inc . ,  A IG Oi I  R ig ,  Inc .  and AIG Risk  Management ,  Inc .  sa t is f ied  four  o f  the

five criteria enumerated in former 20 NYCRR 5.28(b) and vrere therefore improperly

and erroneously denied permission by the Audit  Divis ion to f i le combined

reports with the parent corporat ion. The named subsidiar ies were engaged in

insurance-related businesses; by vir tue of the t ight managerial  and f iscal
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control  exerted by AIG over them, they funct ioned as departments of a unitary

business conducted by the ent ire group; and, the extensive administrat ive

services rendered to then by AIG ful f i l led the fourth factor of the regulat ion.

Final ly,  notwithstanding that the purchase from AIG and the subsequent resale

to cl ients of such services as engineering and claims handl ing may not qual i fy

a s  p u r c h a s e  a n d  r e s a l e  o f r r p r o d u c t s "  I f o r m e r  2 0  N Y C R R  5 . 2 8 ( b ) ( 3 ) ] ,  s u c h  t r a n s a c t i o n s

const i tuted "substant ial  intercorporate transact ionsrr between each of the

above-named subsidiar ies and Lhe parent.

E. That American Internat ional Realty,  Inc.,  the sole business act iv i ty

of which was the owning and leasing of furni-ture and fixtures to AIG and the

subs id ia r ies ;  Amer ican In te rna t iona l  Group Rea l ty  Corp . ,  the  so le  bus iness

act iv i ty of which was the ownership and maintenance of the real estate occupied

by the AIG group; and AIG Data Center,  Inc.,  which was organized for the

singular purpose of providing al l  electronic data processing services required

by i ts parent and sister corporat ions should have been granted permission to

f i le franchise tax reports on a cornbined basis with AIG. See Fedders Corp. v.

S ta te  Tax  Commiss ion ,  45  A.D.2d 359 (3 rd  Dept .  tg74) .

F. That pet. i t ioners demonstrated that Midtown Risk received i ts leads

through AIG market ing endeavors and that i ts major business decisions were

monitored by the AIG president.  However,  the evidence did not disclose whether

Midtown Risk purchased from AIG and resold to i ts c l ients the array of services

purchased and resold by the pet. i t ioning subsidiar ies treated in Conclusion of

I ,aw "D"  (and i f  so ,  to  what  ex ten t ) .  M id town R isk  Spec ia l i s ts ,  Inc .  has  there-

fore fai led to ful f i l l  two of the cr i ter ia of former 20 NYCRR 5.28(b) and was

properly denied leave to f i le on a combined basis with i ts parent.
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G. That al though a certain percentage of premiuns f inanced by AICCO

re la ted  to  po l i c ies  wr i t ten  by  AIG subs id ia r ies ,  those subs id ia r ies  were  no t

and could not be encompassed in the combined returns for the reason that they

are not subject to taxat ion under Art ic le 9-A. AICCO is therefore in a

substant ial ly di f ferent si tuat ion than the subsidiary in

,  35  N.Y.  2d  100 (1974) ,  o r  Fedders  Corp . ,

supra. The corporat ion for which f inancing was provided in each of the ci ted

cases was a business corporaLion taxable under Art ic le 9-A. American

Internat ional Credit  Corporat ion has fai led to establ ish that i t  was ent i t led

to f i le a combined report  with i ts parent.

H. That the pet i t ions of American fnternat ional Group, fnc.,  Anerican

Internat ional Underwri ters Corp.,  American Internat ional Realty,  fnc.,  American

Internat ional Group Realty Corp.,  American Internat ional Credit  Corporat i -on,

NorLh Amer ican Managers ,  rnc . ,  A IG Oi l  R ig ,  Inc . ,  ArG Risk  Management ,  rnc . ,

A IG Data  Center ,  Inc . ,  H id town R isk  Spec ia l i s ts ,  Inc . ,  Rec ip roca l  Managers ,

Inc . ,  A I  Fund D is t r ibu tors ,  Inc . ,  Amer ican In te rna t iona l  Corpora t ion  and

American Internat ional Services, Inc. are granted to the extent indicated in

Conc lus ions  o f  law "D"  and "8" ;  tha t  the  no t ices  o f  de f ic iency  issued Apr i l  16 ,

1975,  May 15 ,  1975 and March  15 ,  1978 are  to  be  mod i f ied  accord ing ly ;  and tha t

except  as  so  mod i f ied ,  the  de f ic ienc ies  are  i -n  a l l  o ther  respec ts  sus ta ined.

DATBD: Albany, New York

JUL 0 3 1981


